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THE THEORY OF THE BALANCE OF TRADE. 

BY CHAELES J. BULLOCK, PROFESSOR OF ECONOMICS IN WILLIAMS 

COLLEGE. 



The rapidity with which exports of American products have 
increased in recent years has served, naturally enough, to stimu- 
late discussion concerning the unprecedented balance of trade 
which now stands in "favor" of the United States. Not a few 
writers seem to believe that the extraordinary excess of exports 
over imports has made our foreign trade peculiarly profitable to 
the country, and there has been a marked revival of some of 
those theories which are associated with the name of the mer- 
cantile school of the seventeenth and eighteenth centuries. Such 
conditions will justify renewed study of that time-worn topic, 
the "Balance of Trade." 

I. 

Mercantilism arose in the period when the precious metals 
discovered in the New World began to find their way into circu- 
lation in the various countries of Europe. One cardinal tenet 
of the school was that the statesman must exercise especial care 
to secure for his country a sufficient stock of treasure in silver 
and gold. Spain and Portugal received directly from their colo- 
nies the riches that the treasure ships brought each year from 
the Indies; but England and other countries, whose dependen- 
cies contained no mines of the precious metals, could, manifestly, 
obtain new supplies of specie only by way of trade. For this 
reason, an excess of exports over imports, which might be settled 
by an inflow of gold or silver, was considered a "favorable" bal- 
ance of trade, and became an object of solicitude to statesmen 
and to writers upon economic subjects. 
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Two circumstances aroused endless discussion of the balance 
of trade in England from the early decades of the seventeenth 
century. The East India Company was obliged to export specie 
each year to pay for the goods it obtained from the East;, where 
there was little demand for English products. Then, the trade 
with France was believed to result in a balance unfavorable to 
England, so that it was thought that her traditional political 
rival was draining the country of its treasure. Partisans of the 
East India Company, such as Thomas Mun, insisted that the 
exportation of treasure to the East did no harm, because it was 
exchanged for products that were sold, at a still larger gain, in 
many countries of Europe; but the unfavorable balance in the 
French trade occasioned serious anxiety. Several times, com- 
merce with France was absolutely prohibited; and at all periods 
heavy duties were imposed upon the staple imports from that 
country. Yet this branch of trade was long viewed with jealous 
eye; and writer after writer made elaborate calculations of the 
amount of treasure lost by the dealings with France, prophesy- 
ing the utter ruin of the kingdom. "Make a law," they said, 
"to prohibit French trade: you need no wine and few of his 
commodities; and France will grow poor, while we grow rich." 

Meanwhile, various Tory writers, such as Child, Worth and 
Davenant, less hostile to France, had argued that an unfavora- 
ble balance in dealings with a particular country need cause no 
alarm, because commerce with other countries resulted in a net 
excess of exports on the entire trade of the nation. But the 
theories of the mercantilists were not effectually controverted 
until the time of David Hume and Adam Smith. Hume con- 
tended that money, whenever the means of communication are 
open, brings "itself nearly to a level," and that its purchasing 
power cannot vary greatly in different nations. Spain and 
Portugal, he said, could not by any laws keep within their borders 
all the treasure brought from the Indies, since such a course 
would merely lower its purchasing power in those countries, and 
hasten its export to other places where it would command more 
commodities. Prices south of the Pyrenees could not be much 
higher than in France, since otherwise gold and silver would 
flow northward in exchange for cheaper products. He said that, 
if the various states of the old Saxon Heptarchy had maintained 
separate existences, each kingdom would have worried over the 
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balance of trade. Moreover, Hume attacked that insane "jeal- 
ousy of trade" which marked the commercial relations of the 
various European states; and insisted that, since a wealthy man 
or country is a better customer than a poor one, "the increase 
of the riches and commerce in any one nation, instead of hurt- 
ing, commonly promotes the riches and commerce of all its 
neighbors." 

It remained for Adam Smith to deal the death-blow to the 
theories of the mercantilists. He contended that all natural 
trade is profitable, and that its profit consists, not in the specie 
it may bring into the country, but in the addition it makes to 
the annual produce of the land and labor of the nation. The 
mercantilists, he said, had prophesied the ruin, through an 
unfavorable balance of trade, of every commercial country in 
Europe ; and their forecasts had been discredited invariably. All 
the treasure that flowed from Peru and Brazil could not be re- 
tained by Spain and Portugal ; and every attempt of those coun- 
tries to check the outflow of specie merely tended to increase 
prices and to give other nations "double advantage" in their 
commerce with the Peninsula, by raising the prices obtainable 
for imports sent thither, while making domestic products dearer 
and more difficult to export at a profit. Since the publication of 
the "Wealth of Nations" few economists have thought it neces- 
sary to trouble themselves over imaginary evils resulting from 
the balance of trade. 

But recent developments in our foreign trade have led to the 
expression of views that differ but slightly, if at all, from the 
theories of the old mercantilists. We are said to be now creating 
a favorable balance of trade equal to $1,300 for every minute 
of the day; while England, Germany and Prance are "writing a 
total of over one billion on the wrong side of the ledger" for each 
year's transactions. In foreign trade, we are told, it is, as in the 
philosophy of Mr. Micawber: "Annual income twenty pounds, 
annual expenditures nineteen six, result happiness. Annual in- 
come twenty pounds, annual expenditures twenty pounds ought 
and six, result misery." Then we read passages like the fol- 
lowing : 

"Never before in the history of the United States were the 
profits from foreign business so large as in 1898 and 1899. By profits, 
I mean the excess in value of the goods sold— that is, exported— over 
those bought— that is, imported." 

vol. cxxxin. —no. 536. 8 
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When the country imports more than she exports, she is said 
to be "a loser by her foreign trade/' and "all the great nations 
of the earth," with the exception of Russia and the United 
States, are declared to suffer enormous "losses" by importing 
more than they export. True, an occasional writer recognizes 
that our excess of exports is offset, to some extent at least, by in- 
visible items of international indebtedness ; while sometimes it is 
realized that the unfavorable balances of older countries mean 
cheaper food and raw materials for the people, and represent 
also the return upon foreign investments of capital or the earn- 
ings of merchant marines. But the revival of mercantilist theo- 
ries is sufficiently marked to deserve recognition as a general 
tendency in the thought of the day. 

II. 

With this general subject of international trade, it is noto- 
riously true that the average man does not look with great favor 
upon reasoning based upon principles of a general and abstract 
character; while immediate results or events lying upon the 
surface of things create a far more powerful impression than the 
ultimate consequences of underlying forces. For this reason, the 
attention of the reader is now invited to a survey of the foreign 
exchanges of the United States during the years that have 
elapsed since the establishment of American independence. By 
such a study of simple historical facts, it may be possible to en- 
force more successfully than in any other manner some element- 
ary truths concerning the real significance of the balance of trade. 

A preliminary word is necessary regarding the sources of in- 
formation. Statistics of international commerce always contain 
an element of error, and this is especially true of the only data 
available for the early decades of our national existence. Prior 
to 1821 imports admitted free of duty were not reported at all, 
and the rest were not valued in a satisfactory manner; while 
the valuation of exports did not receive sufficient attention from 
the customs authorities. The statistics now accepted as official 
for this period were made up in 1835. Beginning in 1821, the 
Annual Reports on Commerce and Navigation were published 
with greater or less regularity, and there has probably been a 
constant improvement in the character of our commercial statis- 
tics. For many of the items, other than exports or imports of 
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merchandise, that contribute to the international dealings of the 
United States, no official data are obtainable, and we are com- 
pelled to rely upon mere estimates that sometimes have a de- 
cidedly conjectural character. Precise computation, therefore, 
is impossible. The most that can 1 be done is to demonstrate what 
the general tendencies have been in each epoch investigated. 

(A.) The first period that we shall study extended from 
1789 to 1820. It witnessed a rapid growth of our commerce up 
to the year 1807, when such events as the Embargo, Non-Inter- 
course Acts, and the War of 1812 affected all industry most in- 
juriously. After the restoration of peace in 1815, a period of 
wild speculation, fostered by an inflation of the currency, en- 
couraged large importations of foreign products. These were 
viewed as a sign of prosperity while the "boom" lasted, but were 
styled an inundation of European goods as soon as the specula- 
tive fever abated. The reaction, however, lowered prices and 
checked the flow of imports, which decreased automatically from 
$147,000,000 in 1816 to $74,000,000 in 1820. 

For the entire period of thirty-one years, the estimated im- 
ports of merchandise and specie amounted to $2,350,000,000, 
while exports were placed at $1,839,000,000, an "unfavorable" 
balance of $511,000,000. Nor was this our only item of inter- 
national indebtedness. Foreign capital was largely represented 
in the debt of the federal government, and had been invested in 
the stocks of the first Bank of the United States and in other 
enterprises. For interest on all such investments we owed, for 
the entire period, a sum that is estimated at $200,000,000 or 
more. But the amount due for the excess of imports and the 
interest on foreign capital had been balanced readily by the earn- 
ings of our merchant marine. The tonnage of the ships regis- 
tered for the foreign trade amounted for the entire period to 
20,000,000 tons engaged in traffic for one year. One estimate 
places the "balancing power," or international earnings, of our 
shipping at $20,000,000 annually from 1789 to 1815 ; and another 
reckons the earnings at $800,000,000 for the period now under 
consideration. The neutral position of the United States during 
the wars that engaged the attention of Europe for so many 
years had enabled American vessels to carry the larger part of 
our exports and imports, besides earning large sums in trade be- 
tween different foreign ports. By this means, therefore, we had 
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paid our international indebtedness, and had been enabled proba- 
bly to import a considerable net balance of gold and silver.* So 
far, then, from the country being drained of its money in pay- 
ment for the balance of imported merchandise, the banks held 
not less than $20,000,000 of specie in the year 1820; while Galla- 
tin and Crawford estimated that there had never been more 
hard cash in circulation. 

The situation was analyzed correctly by Timothy Pitkin in 
1817. He showed that a cargo of flour shipped to Spain in an 
American vessel would be valued at $47,500 at domestic prices, 
and would figure at this amount in the returns of our exports. 
If the flour were sold in Spain at the usual advance necessary 
to cover freight, insurance, commissions, and a fair profit, it 
might command as much as $75,000. Then, if the proceeds from 
the sale were invested in a return cargo that would be valued 
at our custom houses according to the prescribed methods, the 
final result of the voyage would be the importation of commodi- 
ties that exceeded very greatly the value of the original exports. 
Therefore, he contended that, if the imports had not shown an 
excess, our ships would have incurred a loss on their voyages. 

(B.) From 1821 to 1830, our commerce showed no material 
increase over the first period. For this decade, imports of mer- 
chandise aggregated $729,000,000 and exports were placed at 
$694,000,000, an "unfavorable" balance of $35,000,000, which 
was slightly reduced by a net exportation of $2,400,000 in specie. 
The indebtedness of the country was increased still further by 
whatever sums were due to foreign investors. Although the 
United States was reducing its public debt and returning consid- 
erable amounts of capital to foreign owners, the States had begun 
to contract debts, and borrowed during the decade $26,469,000. 
We may assume, therefore, that the sums returned to foreigners 
by the federal government were reinvested in State securities, and 
that the annual interest charge against the country remained 
nearly stationary. Moreover, Americans were beginning to in- 
dulge more extensively in foreign travel, so that a new item of 
indebtedness affected the exchanges. The sums expended by our 
travellers, however, were offset in part by the money brought here 
by immigrants, who numbered 150,000 during the decade. 

•The balance of $511,000,000 due on the excess of imports does not show 
the facts regarding the movement of specie, since the estimates do not 
separate the two Items of merchandise and specie prior to 1821. 
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Whatever the indebtedness of the country may have been on 
these various accounts, the earnings of our merchant marine 
sufficed to pay it, and to turn the exchanges in favor of the 
United States at the close of the period. After 1831, we have 
statistics showing the amounts of exports and imports carried 
in American and in foreign vessels. Prom this time, the net 
result of the carrying trade can be computed upon the following 
basis. Since American consumers must bear the expense of 
bringing merchandise to this country, the freight charges on 
goods brought in foreign vessels will be reckoned as an element 
in our international indebtedness; while the sums earned by 
American vessels in the import trade will be considered to have 
no effect upon the foreign exchanges. Similarly, with our ex- 
ports, we shall estimate that other countries are indebted to the 
United States for freights on goods carried in American vessels, 
and that cargoes shipped in foreign bottoms may be omitted 
from our computations. Estimates of the probable proportion 
between freight charges and the values of the products carried 
range from ten to fifteen per cent. We may, therefore, place 
the cost of ocean carriage at twelve and a half per cent. ; and this 
estimate may continue to be used until, for recent decades, it 
becomes possible to replace it by a better one. 

From 1821 to 1830, exports carried in American vessels aggre- 
gated $666,090,000, on which the freight charges would be about 
$83,000,000; while imports brought in foreign bottoms were 
placed at slightly more than $51,000,000, which would be sub- 
ject to a charge of something more than $6,000,000. Thus, our 
merchant marine earned from foreign countries about $77,000,- 
000, which would be somewhat increased by the profits from 
carrying goods between foreign ports. Again, therefore, our ships 
earned enough to balance the indebtedness incurred on other 
accounts; and, in 1829 and 1830, the net imports of specie 
amounted to $8,400,000, while foreign exchange was quoted in 
favor of the United States. 

(C.) The third period extends from 1831 to 1840. For the 
first six or seven years the country was engaged in an extraor- 
dinary speculative movement, which was followed by the inevita- 
ble reaction and business depression. Population advanced at a 
rapid rate, immigration became very large, and sales of public 
lands increased greatly. The State banks were enabled to ex- 
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pand their note issues from $61,000,000 in 1830 to $103,000,000 
in 1835, the notes being used in payment for the lands occupied 
by settlers. Then, in 1836, the federal government distributed 
$28,000,000 of surplus revenue among the States, this money 
finding its way into the banks, which increased their issues to 
$149,000,000 by the year 1837. Such an inflation of the cur- 
rency raised prices and invited large importations of merchandise. 
Thus, our imports rose from $62,720,000 in 1830 to $176,579,000 
in 1836; while exports increased much less rapidly. When the 
speculative mania ended in the crisis of 1837, imports immedi- 
ately decreased; but, for the entire decade, importations of mer- 
chandise exceeded exports by $159,700,000. 

More than this, the movement of specie showed for the ten 
years an excess of imports amounting to $50,650,000; so that 
on these two accounts the balance of importations was not less 
than $210,000,000. This sum was far larger than the earnings 
of our merchant marine, which amounted to $90,000,000. How 
shall we account for the unsettled balance of $120,000,000 ? 

The explanation is found in the large investments of Euro- 
pean capital that were placed in the United States during this 
period. Between 1830 and 1838, various States that had under- 
taken internal improvements created debts amounting to $147,- 
835,000. For this purpose, bonds were sold in other countries, 
and foreigners became indebted to America for the principal of 
the loans. Two circumstances, however, contributed to reduce 
the claims which the country held against foreigners on this 
account. The debt of the federal government, which amounted 
to $39,123,000 in 1831, had been paid in full by the year 1835; 
and a considerable part of these securities had been owned in 
Europe. As a result, foreign investors had been able to pur- 
chase some of the State bonds by the simple reinvestment of 
funds already standing to their credit in the United States. In 
the second place, no small amount of interest had accrued upon 
federal and State securities during the decade, and this item 
may have amounted to thirty or forty millions.* Foreign in- 
vestors, therefore, owed the United States $147,835,000, less that 
part of the principal of the federal debt, and of the interest 
accruing upon all securities, for which this country was indebted 

"Lest this estimate should appear too small, it will be well to add that, 
of the $147,835,000 invested in state bonds, $107,823,000 was placed in this 
country after 1835. 
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to European capitalists. After making such deductions, it is 
evident that our large imports of merchandise and specie had 
been made necessary by the movement of foreign capital toward 
the United States. 

(D.) The next decade opened with two or three years of 
continued depression, but conditions improved after 1844, and 
subsequently the foreign commerce of the country began to show 
a decided increase. In 1847, the exchanges were affected greatly 
by the famine that followed the failure of the potato crop in 
Ireland. This event caused a remarkable increase in our exports 
of breadstuffs, which rose from $7,445,000 in 1845 to $53,262,000 
in 1847. The result was that our exports of merchandise ex- 
ceeded imports, in the year last mentioned, by $34,317,000. Such 
a sudden disturbance of trade caused a net importation of specie 
amounting to $22,214,000. This large inflow of money altered 
the condition of the exchanges; so that, in 1848, imports in- 
creased by $26,000,000, while exports declined more than $18,- 
000,000, and a balance of $9,481,000 of specie was exported. 

Prom 1841 to 1850 the imports of merchandise aggregated 
$1,180,000,000, and exports were estimated at $1,195,000,000. 
Thus a small balance of something less than $15,000,000 stood 
to the credit of the United States. At the same time, imports of 
gold and silver had exceeded exports by $21,830,000; so that the 
movements of merchandise and specie had reached approximately 
a condition of equilibrium. Prom this fact, one would infer that 
the invisible items of exchange must show a similar balance. 
Now, what are the facts ? 

The panic of 1837 had checked the growth of State debts. 
In 1841, the aggregate indebtedness of the State and local govern- 
ments was not much more than $216,000,000. When the States 
retired from industrial undertakings, the field was left open for 
business corporations, which constantly increased in number, and 
began to find in Europe a market for a part of their securities. 
Thus investments of foreign capital, which were estimated at 
$200,000,000 in 1840, were supposed to amount to $261,000,000 
in 1853. For the decade they may have averaged $225,000,000, 
upon which the aggregate interest charges would amount to $135,- 
000,000. 

But this debt to holders of American securities was di- 
minished by the $40,000,000 or $50,000,000 of new capital that 
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sought investment in this country; so that our foreign indebted- 
ness on this account was $85,000,000 or $95,000,000. 

Upon the other hand, our merchant marine carried away from 
our shores exports that exceeded by $690,000,000 the imports that 
were brought to this country in foreign vessels. Therefore, on 
account of ocean freights, the United States was entitled to a 
credit of $86,000,000, which would balance approximately the in- 
terest due to foreign holders of American securities. Cargoes 
carried by our ships between foreign ports increased the earnings 
of the merchant marine; and were sufficient, perhaps, to balance 
any foreign outlays occasioned by the operations of our army 
during the Mexican War. Since specie exports exceeded imports 
in 1850 and 1851, we may conclude that some debts remained un- 
adjusted at the close of this period. 

(E.) In the ensuing decade our foreign commerce increased 
nearly 125 per cent, over the figures for any previous period of 
equal length, and merchandise imports exceeded exports by 
$356,800,000. 

'Passing over, for the moment, the movement of specie, we find 
that 'State and local debts increased by $100,000,000 during the 
decade; while 21,000 miles of railroad were constructed, for which 
large amounts of iron rails were imported in exchange for newly 
issued securities. Foreign investments may have amounted to 
some $300,000,000 or $350,000,000, upon an average; but it is 
difficult to secure any satisfactory estimates. The annual interest 
charges may have been some $18,000,000 to $21,000,000, and, if 
we deduct $80,000,000 for new investments, we may place the 
debt due to foreign capitalists at from $100,000,000 to $130,000,- 
000 for the decade. Thus, the United States was a debtor for 
$355,000,000 of imported merchandise, for $100,000,000 to $130,- 
000,000 on interest charges, and, perhaps, for an unsettled bal- 
ance from the year 1850. 

To meet these claims, the profits of the merchant marine 
proved wholly inadequate. The net earnings of our ships 
amounted to no more than $158,000,000. Evidently, some new 
cause had been operating to disturb the exchanges, and to increase 
our obligations beyond the point where the earnings of our ships 
eould establish an equilibrium. 

We must now return to the movement of gold and silver. 
Upon the opening of the California mines, our domestic gold 
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output suddenly rose, from insignificant proportions, to $50,000,- 
000 in 1850 ; and subsequent years showed a still larger product, 
which, was several times as great as the amount secured annually 
from all countries of the world prior to 1845. From 1851 to 
1860, the aggregate production of gold in the United States 
equalled $550,000,000, and this was five or six times the estimated 
specie circulation of the country in any year before the discov- 
eries in California. The money in circulation in 1850, including 
bank notes as well as specie, was no more than $285,000,000, or 
about $12 per capita. If the new gold could have been retained 
in the country, our circulating medium would have risen to $835,- 
000,000 for the year 1860, or $26.60 per capita. Such a sudden 
inflation as this would have raised prices far above the level pre- 
vailing in other parts of the world, put an end to the exportation 
of many products, and attracted imports from all quarters of the 
globe. Therefore, the new gold began to flow out of the country, 
after prices had been raised to a point at which the import trade 
could increase sufficiently to produce this result; and, from 1851 
to 1860, we exported a net balance of $417,608,000. By 1860, 
our specie circulation had risen to $235,000,000, an increase of 
$81,000,000 in ten years; while the issues of bank notes had 
grown to $207,000,000, giving the country a supply of money that 
averaged $14.06 per capita. The United States had become one 
of the leading gold producing regions, and the course of the ex- 
changes was inevitably altered. 

(P.) Even more instructive was the period that extended from 
1861 to 1873. The fiscal year 1860 had been marked by great 
prosperity, and both exports and imports were larger than at any 
former time. But the Civil War wrought havoc with our foreign 
trade, which, in the space of two years, shrank to little more than 
one-half of the proportions reached in 1860. Especially marked 
was the decline in our exports of cotton, which decreased from 
$191,800,000 in 1860 to an average of $11,700,000 from 1861 to 
1865. But in 1863 the volume of foreign trade began to increase ; 
and, after the restoration of peace, the expansion was very rapid. 

In 1862, the federal government began to issue inconvertible 
paper, which produced an inflation of the currency, raising prices 
and intensifying the speculative movement naturally induced by 
the enormous public expenditures for military purposes. The in- 
evitable result was a large increase of merchandise imports, which 
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rose from $243,000,000 in 1863 to $643,000,000 ten years later. 
While it is true, as Cairnes contended, that high prices in incon- 
vertible paper would not tend to favor the growth of imports, 
because foreigners did not exchange commodities for depreciated 
greenbacks but received payment in gold, it is certain, also, that 
the speculative mania had raised gold prices somewhat above the 
level prevailing in other countries, so that the inflow of commodi- 
ties was greatly stimulated. For the thirteen years ending in 
1873, imports of merchandise aggregated $5,107,000,000, while 
exports were placed at $3,952,000,000, a balance of nearly $1,155,- 
000,000 against this country. 

But this was not the only account which foreigners held 
against the United States. Our merchant marine had suffered 
irreparable damage from the ravages of the Confederate cruisers, 
and the proportion of our foreign trade carried in American ves- 
sels had greatly decreased. For this entire period the imports 
brought to our shores in foreign ships exceeded the exports carried 
in our own vessels by $1,500,000,000. This gave rise to a debt of 
$187,500,000. For the first time in our history, we were indebted 
to foreigners on account of the carrying trade; and the aggre- 
gate of our obligations for merchandise and freight amounted to 
$1,342,000,000.* Moreover, it was estimated by David A. Wells, 
in 1869, that American travellers were then spending $25,000,000 
annually in foreign countries, and the money brought here by 
immigrants could not have counterbalanced such an outlay. But 
there were other international transactions that restored the ex- 
changes to an equilibrium. 

In the first place, the net exports of specie during the thirteen 
years had amounted to no less than $677,822,000, this sum rep- 
resenting nearly nine-tenths of the output of our mines at this 
period. The rest of our foreign indebtedness was settled by the 
flow of European capital into the United States. From 1861 to 
1863, there seem to have been large withdrawals of foreign in- 
vestments on account of the disturbed conditions caused by the 
war; but, during the next ten years, the movement of capital 
turned in the other direction. The federal government had in- 
curred an interest-bearing debt of $2,381,000,000, State and local 
indebtedness had increased by some $500,000,000, while 39,642 

•The sum due for freight should, however, be considerably reduced; 
because many American vessels had been registered under foreign Hags, 
and the earnings of such ships should not be credited to foreign account. 
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miles of railways had been constructed. Foreign investors were 
attracted by the securities issued for these purposes. 

In 1868, Secretary McCulloch estimated the foreign invest- 
ments at $850,000,000, exclusive of railway stocks. The follow- 
ing year, Mr. Wells computed that $1,100,000,000 of federal and 
local securities were held in other countries, while $365,000,000 
of European capital had been placed in railway and other enter- 
prises. Even if this estimate was too large in 1869, we may be 
certain that not less than $1,500,000,000 of foreign investments 
had been made by 1873; because the inflow of capital had been 
very rapid during the interval, amounting to $100,000,000 for the 
first eight months of the latter year. Now, if we place the with- 
drawals of the years 1861 and 1862 at $200,000,000, it may be 
considered that foreign capitalists were indebted to the United 
States for $1,300,000,000 on account of the principal of new in- 
vestments. This debt would be decreased by the interest charges 
that had accrued prior to 1873, but the precise amount of this 
allowance cannot be determined. Eemembering, however, that 
most of the capital came to the country after 1863 and that the 
interest was stated at $88,000,000 in 1869, we may estimate it as 
equivalent to some $80,000,000 annually for a period of six years. 
Thus, the aggregate indebtedness of foreign investors would be 
reduced to about $820,000,000. This was the item, therefore, 
which, in addition to the $677,000,000 of specie exports, fur- 
nished the means of settling the enormous balance due on mer- 
chandise, freights, and travellers' expenses. 

Manifestly, such a condition of the exchanges could not con- 
tinue. Even if nothing had occurred to check the inflow of for- 
eign capital, the growing interest charges would have exceeded 
ultimately the annual investment of principal. In 1869, Mr. 
Wells had prophesied that exports of merchandise must increase, 
sooner or later, in order to pay for the interest accruing to Euro- 
pean capitalists. More explicitly still, in 1873, Professor Cairnes 
wrote : 

"These considerations lead me to the conclusion, that the present 
condition of the external trade of the United States is essentially ab- 
normal and temporary. If that country is to continue to discharge 
her liabilities to foreigners, the relation which at present obtains be- 
tween exports and imports in her external trade must be inverted. 
* * * This, it seems to me, is a result which may be predicted with 
the utmost confidence. The end may be reached by an extension of 
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exportation, or by a curtailment of Importation, or by combining both 
these processes, but by one means or the other reached It will need 
to be." 

Proceeding a step further, Cairnes showed that the excess of 
exports over imports could not be established unless the high 
prices then ruling in this country should be materially lowered, 
or prices in Europe should show a considerable advance; and he 
considered it probable that the change would come about by a 
fall of prices in the United States sufficient to make importation 
more difficult and exportation more profitable. Such a decline of 
the price level would probably "come with a crash," so that he 
looked forward "to the immediate future of American trade as a 
period of much disturbance and fluctuation, culminating, it is pos- 
sible, from time to time, in commercial crises." Before his book 
appeared, these prophecies were in course of literal fulfillment. 

(G.) The last period extends from 1874 to 1896, subsequent 
years being reserved for discussion in our final paragraphs. In 
September, 1873, the whole fabric of ten years' speculation utterly 
collapsed, while prices fell to a point at which imports must de- 
crease and exports could expand. In 1874, for the first time in 
twelve years, exports of merchandise exceeded imports; and this 
condition was maintained in eighteen out of the next twenty-two 
years. By the close of the fiscal year 1896, the exports for the 
entire period stood at $17,479,000,000, while imports were placed 
at $15,190,000,000, a "favorable" balance of $2,289,000,000. In 
addition to this, exports of specie showed an excess of $529,000,- 
000 over imports ; so that the United States was entitled to a total 
credit of $2,818,000,000. This meant simply that the country 
had assumed its normal position as a debtor nation on the various 
items of invisible exchanges, and was paying annually something 
like $122,500,000 on such accounts. 

In the first place we owed foreign nations for interest upon a 
mass of invested capital, which was not less than $1,500,000,000 
in 1874, and increased to some $2,000,000,000 before the close 
of this period. The rate of interest upon these investments de- 
creased from six to perhaps four per cent., as the years passed, and 
may have averaged about five per cent. This would make the an- 
nual interest charge stand at $80,000,000 or $90,000,000 upon 
the average amount of capital invested; so that, for the twenty- 
three years, this country owed from $1,840,000,000 to $2,070,- 
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000,000. But this sum would be decreased by the new invest- 
ments made during the period, which aggregated $500,000,000. 

Secondly, our foreign merchant marine showed a continual 
decline, so that imports brought in foreign vessels exceeded ex- 
ports carried in American ships by $9,267,000,000. At the pres- 
ent time it is thought that freight charges upon imports are about 
ten per cent, of the value of the cargoes, while upon exports the 
estimated charges are as high as fifteen per cent. Upon this 
basis, the net earnings of foreign ships would aggregate $805,- 
000,000. This item of indebtedness tended to increase, as the 
proportion of imports in American bottoms declined. 

Finally, there were several kinds of debt that cannot be ascer- 
tained with much accuracy. In 1869, the annual expenditures 
of American travellers were placed at $25,000,000, but for recent 
years they have never been estimated at less than $50,000,000. 
Upon this account, however, a certain reduction should be made 
for the money brought into the country by immigrants and foreign 
travellers. Then, it is known that considerable amounts of real 
estate are owned by foreign capitalists, and that the rentals upon 
such property are no small item. Also, various foreign corpora- 
tions, such as insurance companies, conduct a large business in 
this country; and their annual profits go to swell the volume of 
our international indebtedness. When all allowances are made 
for the uncertainty of the data, enough facts have been presented 
to account for the constant excess of exports of merchandise and 
specie from 1873 to 1896. At the close of the period under con- 
sideration, the invisible elements of indebtedness must have 
amounted to $80,000,000 interest upon $2,000,000,000 of foreign 
capital; $52,000,000 due to foreign ships; something less than 
$50,000,000 expended by American tourists ; and indefinite sums 
that must have carried the debt up to $200,000,000 per annum. 

III. 

Prom this survey of the progress of American commerce, cer- 
tain important conclusions may be drawn concerning the theory 
of the balance of trade. 

(1.) Exports and imports of merchandise may throw no light 
upon the movement of specie, so that a favorable balance may 
not result in an inflow of gold or an unfavorable balance cause an 
outflow. From 1831 to 1840, merchandise imports exceeded ex- 
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ports by $159,900,000, while the net imports of specie amounted 
to $50,650,000. On the other hand, from 1873 to 1896, a favora- 
ble balance of trade amounting to $2,289,000,000 was accompa- 
nied by a net exportation of $529,000,000 in specie. 

(2.) Many items that are not included in the customs statis- 
tics enter into the determination of the foreign exchanges; and, 
over a period of years, all these elements regulate themselves in 
such a manner that the total credits of a nation equal the aggre- 
gate of the accounts upon which it stands a debtor. 

(3.) Whether imports shall exceed exports or exports rise 
above imports, depends wholly upon the position of the country 
as a producer of precious metals, or as a debtor or creditor on 
account of the movements of capital, of the carrying trade, of 
foreign travel, and the like. If capital is seeking investment in a 
new country, as was the case in the United States from 1831 to 
1837 and from 1863 to 1873, imports must exceed exports; and 
this condition will be desirable or undesirable according to the 
advantages or disadvantages of the situation that invites foreign 
investments. When the inflow of capital ceases, exports must be 
sent to pay for the interest that accrues each year ; and a favora- 
ble balance of trade caused in this way will point simply to the 
fact that the country is able to pay its debts, and will not indi- 
cate a peculiarly profitable condition of trade. If a country en- 
gages extensively in ocean carrying, imports of commodities will 
tend to exceed exports; and the unfavorable balance will be the 
measure of the profits derived from the merchant marine. 
Finally, in a country that mines an unusual quantity of the 
precious metals, gold and silver will be exported constantly to 
other nations where they are less abundant ; and this will force 
larger imports of commodities. This was the condition produced 
by the Californian discoveries, and it continued until our growing 
indebtedness to foreign capitalists and ship-owners exceeded the 
annual product of our mines and caused an enormous excess of 
exports after 1874. 

(4.) In all cases, the precious metals are used chiefly to pay 
balances, and they form but a very small element in the interna- 
tional exchanges. From 1821 to 1896, the merchandise exports 
and imports of the United States aggregated more than $53,000,- 
000,000, while the entire shipments of gold and silver were less 
than $5,000,000,000. 
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All of these conclusions could be reinforced by a study of the 
commerce of other countries. In general, it is the younger and 
poorer nations that show an excess of exports over imports, while 
the opposite condition prevails in older countries that possess 
greater accumulations of wealth. Great Britain has had an 
enormous "unfavorable" balance of trade for many years, and 
must continue to do so as long as the earnings of her merchant 
marine and the interest on her foreign investments remain as 
large as they are at the present time. 

The general conclusion is, therefore, that the movements of 
merchandise indicate nothing more than the position which a 
country occupies as a debtor or a creditor upon account of the 
invisible exchanges that form so important an element in inter- 
national transactions. 

But this statement of the case is not wholly complete, and 
needs to receive one important qualification before it can be ac- 
cepted by the practical financier. From his point of view an 
excess of imports or of exports is frequently a matter of great 
importance. Both domestic and foreign exchanges are conducted 
by means of a complicated system of credit, the volume of which 
greatly exceeds the reserves of ready money that serve as its 
foundation. At those seasons of the year when our exports of 
staple products are largest, exchange usually turns in favor of this 
country, and gold imports are to be expected. At other seasons, 
when imports of merchandise are heaviest, exchange may turn 
in the opposite direction and cause an outflow of gold. Such 
fluctuations in the exchanges have always existed, and are 
natural and inevitable under any system of monetary or com- 
mercial policy; but they may be important to the world of 
finance. 

A favorable turn in the exchanges that results in a temporary 
inflow of gold, increases the reserves of the banks, making money 
plentiful and cheap in the financial centers ; and such conditions 
are favorable to business activity. Upon the other hand, a move- 
ment of specie away from the country tends to decrease the re- 
serves, harden the money market, and raise the discount rate. 
All this, however, is a matter of temporary importance if the cur- 
rency of the nation is upon a thoroughly sound basis, and if the 
general condition of business is healthful. When gold imports 
lower the rate of discount, prices of merchandise and securities 
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rise, and conditions are favorable for increased importations of 
foreign goods. Moreover, this tendency is accentuated by the 
concomitant fall in the rate of sterling exchange, which increases 
the profits that importers derive from their transactions. The 
result is that the tide soon turns in the opposite direction, and the 
inflow of gold is checked automatically. When, however, ex- 
change rises to the point that makes gold exports necessary, dis- 
count rates are increased, prices tend toward a lower level, foreign 
bills drawn against exports yield a larger profit, and trade is given 
a counter impulse that restores the equilibrium. 

But the ease may be different. If business has been moving 
onward upon a course of mad speculation, straining to the utmost 
the delicate mechanism of credit, an unfavorable turn of the 
foreign trade may cause exports of gold at a time when specie 
reserves are all too small to withstand such a strain. Thus it is 
tbat panics are precipitated. If, in addition, the currency of the 
country is unsound, the importance of a rise in sterling exchange 
is greatly magnified. From 1878 to 1893, the United States was 
engaged in reckless experiments with its paper and silver money. 
The federal treasury had undertaken to circulate, at a parity with 
gold, a mass of debased currency the amount of which steadily 
increased under the operation of our laws calling for purchases 
of silver; while the banks, which had formerly supplied whatever 
specie might be needed for export, felt compelled in 1892 to draw 
upon the precarious gold reserve which the government endeav- 
ored to maintain. As soon as this occurred, every demand for 
gold needed in foreign shipments caused a drain on the slender 
reserve upon which the stability of our monetary system depended. 
Under such circumstances, an unfavorable turn of the exchanges 
was fraught with the direst peril. 

But with these qualifications, the conclusions reached in the 
earlier part of our discussion will stand as correct beyond all 
reasonable doubt. There can be no greater error than to measure 
the advantages derived from the commerce of a nation by the 
excess of exports over imports, or to suppose that an unfavorable 
balance is a certain proof that the trade has become unprofitable. 
At the same time, a highly speculative market may well apprehend 
the consequences of an adverse turn in the exchanges; while a 
nation with an unsound monetary system will always be the 
sport of every fluctuation in foreign transactions. Moderation 
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in business activity and the establishment of a standard of value 
that cannot be shaken, -would rob the balance of trade of its last 
vestige of significance. 

IV. 

It remains for us to consider briefly the tendencies that have 
manifested themselves in our foreign commerce during the last 
five years. Exports have increased enormously during this 
period, while there has been no corresponding movement in the 
import trade. Nearly all branches of exports have shown a note- 
worthy increase; but the most remarkable phenomenon has 
been the expansion in the sales of domestic manufactures, which 
have risen from $183,595,000 in 1895 to $433,851,000 in 1900. 
For the four fiscal years ending June 30th, 1900, our total ex- 
ports aggregated $4,903,000,000, while imports amounted to no 
more than $2,927,000,000, a balance of $1,976,000,000 on the side 
of the exports. Moreover, the returns for the first eight months 
of 1901 show a further excess of exports to the amount of 
$491,000,000. 

No statistical data that have been produced offer an adequate 
explanation of this phenomenon. For the four fiscal years ending 
in June, 1900, exports had exceeded imports by $1,976,000,000; 
while the net importation of specie had amounted to only $94,- 
670,000, leaving a balance of $1,881,000,000. This would be re- 
duced by the interest due on foreign investments, which may 
have ranged from $80,000,000 to $100,000,000 per annum, a total 
of $320,000,000 to $400,000,000 for the four years. The sums 
paid to foreign ship-owners aggregated some $191,000,000 during 
this period. In recent years, the expenditures of American tour- 
ists may have risen above $50,000,000 a year, so that, for the four 
years under consideration, our indebtedness on this account may 
have equalled $250,000,000. If the other items of invisible debts 
averaged $25,000,000 a year, we can make a further deduction of 
$100,000,000. But all of these items, even if we place interest 
paid to foreign investors at the highest figures, would amount to 
no more than $941,000,000, against a balance to our credit of 
$1,881,000,000. 

Events growing out of the Spanish War may have contributed 
somewhat to reduce the unsettled claims standing apparently to 
the credit of the United States. For about two and one-half 
years, we have maintained an army of some 60,000 men in the 
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Philippines, and have incurred in this manner debts which have 
been increased by the $20,000,000 paid to Spain and by the ex- 
penditures of American warships on foreign stations. Yet with 
this deduction, there would remain a balance, apparently unset- 
tled, of over $800,000,000 upon the trade of the four years. 

In financial circles, two explanations have been offered to 
account for this extraordinary situation. In the first place, it has 
been suggested that the official statistics have overestimated the 
value of our exports. As a general thing, customs statistics 
undervalue both imports and exports, and this tendency is usually 
more marked in the case of the latter than of the former. But 
when domestic prices are very high, it is easy to estimate the ex- 
ports at higher figures than are realized upon the actual sales in 
foreign markets. Yet a study of the export prices officially re- 
ported shows that our statisticians have, in most cases at any 
rate, valued the exports at less than domestic prices ; and it would 
be hard to demonstrate that overvaluation has actually occurred. 
We know, however, that many of the trusts have sold their surplus 
stocks in foreign markets at prices that are very far below the 
charges exacted from domestic customers, and that some manu- 
facturers not connected with combinations have done the same 
thing. This would make it probable that experts may have been 
overvalued to a certain extent. 

A second explanation is that, in recent years, American 
money has been seeking investment abroad, while a considerable 
amount of foreign capital has been withdrawn from the United 
States. Since March, 1900, no less than $118,000,000 of British, 
German and Swedish securities have been sold in this country, 
and it is entirely possible that other investments have gone un- 
recorded. Concerning the alleged withdrawal of capital formerly 
invested in the United States, no reliable information is accessible 
to the writer, but leading financial authorities have declared that 
Wall Street has had no knowledge of such an influx of securities 
during the last two or three years. Upon the whole, it seems 
probable that this country now holds unsettled claims to a con- 
siderable amount against foreign nations. But, since it is not 
to be supposed that we have given away the surplus of exported 
commodities, our outstanding credits cannot exceed greatly the 
balances carried by international banking houses. 

A word concerning the probable development of American 
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commerce during the next decade may not be out of order. In 
the first place we may enquire whether conditions will remain 
such as to allow the enormous balance of exports to continue. 
There are only three forces that may operate to produce this 
result. If the accumulated wealth of the United States has now 
become so great that our investors can find better openings in 
other lands, as, for instance, in colonial dependencies, an excess 
of exports will result from the outward flow of capital, until the 
time is reached when the interest charges exceed the annual in- 
crement of principal. This force, therefore, will, at the most, 
prove to be of comparatively short duration. Another possibility 
is the withdrawal of foreign investments now placed in the United 
States, which would be a second cause of an excess of exports. 
This force, however, would spend itself in the course of a few 
years; and, moreover, the removal of uncertainty concerning our 
standard of value ought to lessen the motive for the withdrawal 
of capital. Finally, there is the chance that our new foreign 
policy may entail the continued support of large armies in distant 
parts of the globe, which would tend toward a balance of exports. 
But the desire for strenuous living seems, upon the whole, more 
likely to show an abatement than an increase; and, if this fore- 
cast proves correct, military outlays will not intensify perma- 
nently the forces making for an excess of exports over imports. 

Upon the other hand, counteracting causes may develop that 
will contribute to reduce our annual indebtedness to foreigners 
on account of the invisible items of the exchanges, and eventually 
will make an excess of exports an impossibility. First among 
these influences will be the revival of our foreign carrying trade. 

The flourishing condition of our merchant marine from 1790 to 
1855 was mainly due to our possessing a cheap and abundant sup- 
ply of ship timber. With the advent of the iron and then the 
steel vessel, this industry was certain to decline, so long as the 
American price of iron ranged above that prevailing in England. 
Eecent years have reversed conditions in this respect, and the 
astonishing development of our iron and steel production will 
furnish shipbuilders with an opportunity which, as recent events 
show, they are likely to improve. To the extent by which, during 
the next decade, American vessels recover their share of the carry- 
ing trade, our indebtedness to foreigners upon this account will 
tend to decrease, and one cause for an annual excess of exports will 
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be removed. A second influence will become operative if invest- 
ments of American capital in other countries show, as they are 
likely to do, a tendency to increase. Temporarily, this move- 
ment will cause an outflow of commodities; but, sooner or later, 
the annual interest will be sufficient to produce an opposite 
tendency. So far, then, as indebtedness on account of capital is 
concerned, we may expect that conditions in the United States 
will come to resemble those which prevail in older nations which 
receive each year large imports -of commodities that represent the 
earnings of invested capital. Finally, it should never be forgot- 
ten that this country furnishes a large part of the world's annual 
supply of gold and silver. If the interest upon our own foreign 
investments and the earnings of our ships ever equal or exceed 
the claims which are due to other countries upon these two 
accounts, then the product of our mines will turn the scale in 
favor of imports and put an end to the present excess of exports. 

Upon the whole, it may be predicted that the existing condi- 
tion of our foreign exchanges cannot continue for many years, 
and that, possibly before the present decade has passed, the rela- 
tion between our import and export trades must be radically 
altered. This is not to say that exports must necessarily show 
an actual decrease, since the exchanges may be corrected by an in- 
crease of imports. But if conditions are such as to make the 
latter process difficult or impossible, then the former alternative 
will be forced upon us. Every dollar earned by foreign invest- 
ments of American capital, or by a renascent merchant marine, 
will cancel an equal debt now owed to other nations upon these 
accounts, and will make it impossible to sell our present volume 
of exports without receiving a larger quantity of imports. The 
present balance of exports is due to our position as a debtor 
country on the many invisible accounts of the foreign exchanges; 
and, as we advance to the rank of a creditor nation, we must 
consent to receive our payment in the products that will repre- 
sent the profits of our ships or of our capital. 

Our recent unbounded prosperity has culminated in a specu- 
lative movement that has surpassed previous records. Unques- 
tionably the rage of speculation has exceeded all reasonable 
bounds, and is likely to be followed by a reaction of equal in- 
tensity. While prudent men are even now putting their houses 
in order, the large number will continue their overtrading until 
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the storm bursts upon them. At such a time the foreign ex- 
changes will assume a position of great temporary significance. 
While various European markets have experienced for some 
months the reaction that is certain to be felt in this country be- 
fore the accounts of recent years can finally be closed, our own 
prosperity has suffered no material abatement, and we are able as 
yet to detect no certain signs of danger. To the firm condition 
of our markets the recent developments of our foreign commerce 
have contributed most powerfully, because our international posi- 
tion is so strong that no slight shock could start an outflow of 
gold sufficient to test the strength of the gigantic fabric of specu- 
lation; and, as long as present conditions continue, our day of 
reckoning may be postponed. In such matters it is usually the 
unexpected that happens, and no one can foresee the precise 
course of the events that will ultimately precipitate the crisis; 
but of one thing we may be assured. Unless untoward domestic 
occurrences intervene to cause the initial shock, the next turn of 
the foreign exchanges will put to the severest test our highly 
sensitive markets, in which the substantial profits of prosperous 
years have been given fictitious valuations. Whenever our excess 
of exports falls to a point where it will not counterbalance the 
debts incurred on the invisible foreign transactions, we shall 
probably witness the end of the present era of speculation. 

Charles J. Bullock. 



